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Communi cat i ons Exci se Tax; Prepaid Tel ephone Cards

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON:  Notice of proposed rul emaking and notice of public
heari ng.

SUMVARY: Thi s docunent contains proposed rules for the
application of the comunications excise tax to prepaid tel ephone
cards (PTCs). The regul ations inplenent certain changes nmade by
the Taxpayer Relief Act of 1997. They affect certain

t el econmuni cations carriers, resellers, and purchasers of PTCs.
Thi s docunent al so provides notice of a public hearing on these
proposed regul ati ons.

DATES: Witten coments nust be received by, March 17, 1998.
Qutlines of topics to be discussed at the public hearing
schedul ed for May 5, 1999, nust be received by April 14, 1999.
ADDRESSES: Send subm ssions to: CC DOM CORP: R (REG 118620-97),
room 5226, Internal Revenue Service, POB 7604, Ben Franklin
Station, Washi ngton, DC 20044. Subm ssions may be hand delivered
Monday through Friday between the hours of 8 a.m and 5 p.m to:
CC. DOM CORP: R (REG 118620-97), Courier’s Desk, Internal Revenue
Service, 1111 Constitution Avenue, NW, Washington, DC.

Al ternatively, taxpayers may submt comments electronically via
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the Internet by selecting the "Tax Regs" option on the I RS Hone
Page, or by submtting coments directly to the IRS Internet site
at http://ww. irs.ustreas.gov/prod/tax_regs/comments. htm. The
public hearing will be held in room 2615, Internal Revenue
Bui I di ng, 1111 Constitution Avenue NW, Washi ngton, DC.
FOR FURTHER | NFORMATI ON CONTACT: Concerning the hearing,
subm ssion of witten comments, and to be placed on the building
access list to attend the hearing, LaN ta VanDyke, (202)
622-7180; concerning the regul ations, Bernard H Wberman (202)
622- 3130 (not toll-free nunbers).
SUPPLEMENTARY | NFORVATI ON:
Paper wor k Reducti on Act

The collection of information contained in this notice of
proposed rul emaki ng has been submtted to the Ofice of
Managenent and Budget for review in accordance with the Paperwork
Reduction Act of 1995 (44 U.S.C. 3507(d)). Comments on the
collection of information should be sent to the Ofice of
Managenent and Budget, Attn: Desk Oficer for the Departnent of
the Treasury, Ofice of Information and Regul atory Affairs,
Washi ngt on, DC 20503, with copies to the Internal Revenue
Service, Attn: |IRS Reports Clearance Oficer, OP:FS:FP
Washi ngton, DC 20224. Comments on the collection of information
shoul d be received by, February 16, 1998. Comments are
specifically requested concerning:

Whet her the proposed collection of information is

necessary for the proper performance of the functions of the
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I nternal Revenue Service, including whether the information wll
have practical utility;

The accuracy of the estimted burden associated with the
proposed col l ection of information (see bel ow);

How the quality, utility, and clarity of the information to
be coll ected may be enhanced,

How t he burden of conplying with the proposed collection of
I nformati on may be mnim zed, including through the application
of automated collection techniques or other forns of information
t echnol ogy; and

Estimates of capital or start-up costs and costs of
operation, maintenance, and purchase of service to provide
I nformati on.

The collection of information in this proposed regulation is
in 849.4251-4(d)(2). This information is required to document
the status of certain purchasers of PTCs. The collection of
information is required to obtain a benefit. The likely
respondents and recordkeepers are businesses and small
businesses.

Estimated total annual reporting burden: 24 hours.

Estimated average burden per respondent: .25 hour.

Estimated number of respondents: 96.

Estimated annual frequency of responses: On occasion.
Estimated total annual recordkeeping burden: 10 hours.
Estimated average annual burden per recordkeeper: 1.2

hours.
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Esti mat ed nunber of recordkeepers: 8.

An agency may not conduct or sponsor, and a person i s not
required to respond to, a collection of information unless it
di splays a valid control nunber assigned by the O fice of
Managenent and Budget .

Books or records relating to a collection of information
must be retained as long as their contents nmay becone material in
the adm nistration of any internal revenue law. Cenerally, tax
returns and tax return information are confidential, as required
by 26 U.S.C. 6103.

Backgr ound

Section 4251 inposes a 3 percent excise tax on anounts paid
for three communi cations services: |ocal telephone service, tol
t el ephone service, and teletypewiter exchange service. The tax
I's paid by the person paying for those comunications services
and, under section 4291, is collected by the person receiving
t hat paynent.

Section 1034 of the Taxpayer Relief Act of 1997 added
section 4251(d), effective Novenber 1, 1997, which provides
special rules for the treatnent of PTCs. Under section 4251(d),
a PTCis any card or simlar arrangenent that permts its hol der
to obtain communi cations services and to pay for such services in
advance. The face amount of the PTC is treated as an anount paid
for conmuni cations services and that anmount is treated as paid
when the PTC is transferred by any tel econmuni cations carrier to

any person that is not a carrier.



Expl anati on of Provisions

These proposed regul ations provide rules relating to the
I mposition of tax, the determ nation of the face anount upon
which tax is inposed, and the identification of the person |iable
for tax and the person responsible for collecting tax. The
purpose of the rules for determ ning the face anount is to
I mpl ement Congressional intent that the tax be inposed on a PTC s
retail value, whether a carrier sells a PTC at retail or at
whol esale to a transferee reseller. In certain limted
circunstances, these rules permt the use of a safe harbor under
whi ch the face ambunt is equal to $0.30 per minute of service
provi ded. Because the IRS and Treasury expect the retail value
of PTCs to change over tine and intend to review the per-mnute
rate at regular intervals, this safe harbor expires on
Decenber 31, 2001

For purposes of determ ning whether a transferor is a
carrier and whether a transferee is a person that is not a
carrier, the proposed regul ati ons adopt the definition of
t el econmuni cations carrier used by the Federal Communi cations
Commi ssion. In general, this definition treats any provider of
t el econmuni cations service as a tel ecommunications carrier. In
addi tion, the proposed regul ations provide that a transferor
carrier is not responsible for collecting the tax if it has been
notified, in witing, by the purchaser of the purchaser’s status
as a carrier and has no reason to believe otherw se. Providing

that notification does not relieve the purchaser fromliability
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for tax if the purchaser is not, in fact, a carrier.
Furthernore, the rules in the Excise Tax Procedural Regul ations
(26 CFR part 40) relating to collectors of tax under chapter 33
of the Internal Revenue Code do not apply to noncarrier
pur chasers.

During the devel opnent of the proposed regulations, the IRS
and Treasury received inquiries concerning the treatnent of
mul ti-use cards and enhanced services cards. Milti-use cards are
PTCs that can also be used to purchase itens other than
communi cati ons services, such as gas, groceries, etc. Enhanced
services cards are PTCs that can al so be used to purchase
nont axabl e i nformati onal services such as stock quotations or
access to a 900 nunmber. The proposed regul ati ons do not include
special rules for multi-use or enhanced services cards. However,
the RS and Treasury request coments on this issue.

The regul ations are proposed to be effective at the
begi nning of the first calendar quarter after they are published
as final regulations. Carriers and transferees may, however,
rely on the proposed rules in determ ning the treatnent of PTCs
transferred before the effective date.
Speci al Anal yses

It has been determined that this notice of proposed
rul emaking is not a significant regulatory action as defined in
EO 12866. Therefore, a regulatory assessnment is not required.
It al so has been determ ned that section 553(b) of the

Adm ni strative Procedure Act (5 U . S.C chapter 5) does not apply
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to these regulations. It is hereby certified that the collection
of information in these regulations will not have a significant
econom c i npact on a substantial nunber of small entities. This
certification is based on the fact that the tinme required to
prepare or retain the notification is mninmal and wll not have a
significant inpact on those small entities that are required to
provide notification. Furthernore, notification is provided only
once to each seller. Accordingly, a Regulatory Flexibility
Anal ysis under the Regulatory Flexibility Act (5 U S.C. chapter
6) is not required. Pursuant to section 7805(f) of the Internal
Revenue Code, this notice of proposed rulemaking will be
submtted to the Chief Counsel for Advocacy of the Small Business
Adm ni stration for comment on its inpact on small business.
Comment s and Public Hearing

Bef ore these proposed regul ati ons are adopted as fi nal
regul ati ons, consideration will be given to any witten coments
(a signed original and eight (8) copies) that are submtted
tinmely to the IRS. Al coments will be available for public
I nspecti on and copyi ng.

A public hearing has been schedul ed for Wdnesday, My 5,
1999, at 10 a.m in room 2615, Internal Revenue Building, 1111
Constitution Avenue NW, Washington, DC. Due to building
security procedures, visitors nust enter at the 10th Street
entrance, |ocated between Constitution and Pennsyl vani a
Avenues, NW In addition, all visitors nust present photo

identification to enter the building. Because of access
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restrictions, visitors will not be admtted beyond the i medi ate
entrance area nore than 15 m nutes before the hearing starts.
For information about having a visitor's name placed on the
building access list to attend the hearing, see the FOR FURTHER
INFORMATION CONTACT caption.

An outline of the topics to be discussed and the time to be
devoted to each topic (a signed original and eight (8) copies)
must be submitted by any person that wishes to present oral
comments at the hearing. Outlines must be received by April 14,
1999.

The rules of 26 CFR 601.601(a)(3) apply to the hearing. A
period of 10 minutes will be allotted to each person for making
comments.

An agenda showing the scheduling of the speakers will be
prepared after the deadline for receiving requests to speak has
passed. Copies of the agenda will be available free of charge at
the hearing.

Drafting Information

The principal author of these regulations is Bernard H.
Weberman, Office of Assistant Chief Counsel (Passthroughs and
Special Industries). However, other personnel from the IRS and
Treasury Department participated in their development.

Li st of Subjects in 26 CFR Part 49
Excise taxes, Reporting and recordkeeping requirements,

Telephone, Transportation.
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Proposed Amendnents to the Regul ations

Accordingly, 26 CFR part 49 is proposed to be anended as
fol | ows:
PART 49--FACI LI TI ES AND SERVI CES EXClI SE TAXES

Paragraph 1. The authority citation for part 49 is revised
to read as foll ows:

Authority: 26 U. S.C. 7805, unless otherw se noted.

Section 49.4251-4 al so issued under 26 U.S.C. 4251(d).

Par. 2. Section 49.4251-4 is added to read as foll ows:
849.4251-4 Prepaid telephone cards

(a) In_general . In the case of communications services
acquired by means of a prepaid telephone card (PTC), the face
amount of the PTC is treated as an amount paid for communications
services and that amount is treated as paid when the PTC is
transferred by any carrier to any person that is not a carrier.

This section provides rules for the application of the section
4251 tax to PTCs.

(b) Definitions

Carrier  means a telecommunications carrier as defined in 47
U.S.C. 153.

Comparable PTC means a currently available dollar card or

tariffed unit card (other than a PTC transferred in bulk or under
special circumstances, such as for promotional purposes) that
provides the same type and amount of communications services as

the PTC to which it is being compared.
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Dol lar card neans a PTC the val ue of which is designated by

the carrier in dollars (even if also designated in units of
service), provided that the designated value is not |ess than the
anount for which the PTC is expected to be sold to a hol der.

Hol der neans a person that purchases other than for resale.

Prepai d tel ephone card (PTC) neans a card or simlar
arrangenent that permits its holder to obtain a fixed anount of
communi cations services by neans of a code (such as a persona
i dentification nunber (PIN)) or other access device provided by
the carrier and to pay for those services in advance.

Tariff nmeans a schedule of rates and regulations filed by a
carrier with the Federal Conmunications Conmm ssi on.

Tariffed unit card neans a unit card that is transferred by

a carrier--
(1) To a holder at a price that does not exceed the
desi gnat ed nunber of units on the PTC nultiplied by the carrier’s
tariffed price per unit; or
(2) To a transferee reseller subject to a contractual or
ot her arrangenent under which the price at which the PTCis sold
to a holder will not exceed the designated nunber of units on the
PTC nultiplied by the carrier’s tariffed price per unit.
Transferee neans the first person that is not a carrier to
whom a PTC is transferred by a carrier.

Transferee reseller neans a transferee that purchases a PTC

for resale.

Unit card neans a PTC other than a dollar card.
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Untariffed unit card neans a unit card other than a tariffed

unit card.

(c) Determnation of face anpunt--(1) Dollar card. The face

amount of a dollar card is the designated dollar val ue.

(2) Tariffed unit card. The face amount of a tariffed unit
card is the designated nunber of units on the PTC nultiplied by

the tariffed price per unit.

(3) Untariffed unit card--(i) Transfer to holder. The face
anount of an untariffed unit card transferred by a carrier to a
hol der is the amount for which the carrier sells the PTCto the
hol der .

(i1) Transfer to transferee reseller--(A) In general. The

face anmount of an untariffed unit card transferred by a carrier
to a transferee reseller is, at the option of the carrier,--

(1) The highest anmount for which the carrier sells an
identical PTC to a holder that ordinarily would not be expected
to buy nore than one such PTC at a tinme (if the carrier nakes
such sales on a regular and arm s-length basis) or the face
anount of a conparable PTC (if the carrier does not make such
sales on a regular and arnis-length basis);

(2) 165 percent of the amount for which the carrier sells
the PTCto the transferee reseller (including in that amount, in
addition to any sumcertain fixed at the tine of the sale, any
contingent anount per unit nmultiplied by the designated nunber of

units on the PTC); or
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(3) If the PTCis transferred before January 1, 2002, and is
of a type that ordinarily is used entirely for donestic
conmmuni cations service, $0.30 nmultiplied by the maxi mum nunber of

m nutes of donestic conmmuni cati ons service on the PTC

(B) Sales not at armis length. 1In the case of a transfer of
an untariffed unit card by a carrier to a transferee reseller
ot herw se than through an armis-length transaction, the fair
mar ket retail value of the PTC shall be substituted for the
anmount determned in paragraph (c)(3)(ii)(A)(2) of this section.
(4) Exclusion. Any separately stated state or |ocal tax
I nposed on the furnishing or sale of comuni cations services and
any separately stated section 4251 tax are disregarded in
determ ning, for purposes of this paragraph (c), the anmount for
which a PTC is sold.

(d) Liability for tax--(1) In general. Under section

4251(d), the section 4251(a) tax is inposed on the transfer of a
PTC by a carrier to a transferee. The person |liable for the tax
Is the transferee. Except as provided in paragraph (d)(2) of
this section, the person responsible for collecting the tax is
the carrier transferring the PTC to the transferee. |f a hol der
purchases a PTC froma transferee reseller, the anount the hol der
pays for the PTCis not treated as an anmount paid for

communi cations services and thus tax is not inposed on that

paynent .
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(2) Effect of statenent that purchaser is a carrier--(i) On

transferor. A carrier that transfers a PTC to a purchaser is not
responsi ble for collecting the tax if, at the time of transfer,
the transferor carrier has received witten notification fromthe
purchaser that the purchaser is a carrier, and the transferor has
no reason to believe otherwise. The notification to be provided
by the purchaser is a statenent, signed under penalties of
perjury by a person wth authority to bind the purchaser, that
the purchaser is a carrier (as defined in paragraph (b) of this
section). The statenent is not required to take any particul ar
form

(i1) On purchaser. |[If a purchaser that is not a carrier

provides the notification described in paragraph (d)(2)(i) of
this section to the carrier that transfers a PTC, the purchaser
remains liable for the tax inposed on the transfer of the PTC

(3) Exenptions. Any exenptions avail able under section 4253
apply to the transfer of a PTC froma carrier to a hol der.
Section 4253 does not apply to the transfer of a PTC from a
carrier to a transferee reseller.

(e) Exanples. The follow ng exanples illustrate the
provi sions of this section:

Exanple 1. Unit card; sold to individual. (i) On
February 1, 2000, A, a carrier, sells a prepaid tel ephone card at
A's retail store to P, an individual, for P's use in making
tel ephone calls. A provides Pwith a PIN. The face of the card
is marked "400 minutes." The sales price is $100. A tariff has
not been filed for the units on the card. The toll telephone
service acquired by purchasing the card will be obtained by

entering the PIN and the tel ephone nunber to be call ed.
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(i1) Because P purchased froma carrier other than for
resale, Pis a holder. The card provides its holder, P, with a
fi xed anmount of communi cations services (400 m nutes of tol
t el ephone service) to be obtained by neans of a PIN, for which P
pays in advance of obtaining service; therefore, the card is a
PTC. Because the value of the PTC is not designated in dollars
and a tariff has not been filed for the units on the PTC, the PTC
Is an untariffed unit card. Because it is transferred by the
carrier to the holder, the face ambunt is the sales price ($100).

(iii1) The card is a PTC, thus, under section 4251(d), the
face anount is treated as an anount paid for comuni cations
services and that anount is treated as paid when the PTCis
transferred fromA to P. Accordingly, at the tinme of transfer, P
is liable for the 3 percent tax inposed by section 4251(a). The
tax is $3 (3% x $100 (the face amount of the PTC)). Thus, the
total paid by Pis $103, the $100 sales price plus $3 tax. Ais
responsi ble for collecting the tax fromP.

Exanple 2. Unit card; given to individual. (i) The facts
are the sane as in Exanple 1, except that instead of selling a
card, A gives a 40 mnute card to P.

(ii1) Although the card provides P with a fixed anmount of
comuni cations services (40 mnutes of toll tel ephone service) to
be obtained by means of a PIN, P does not pay for the service.
Therefore, the card is not a PTC, even though it is called a
"prepaid tel ephone card" by A

(ii1) Because the card is not a PTC, section 4251(d) does
not apply. Furthernore, no tax is inposed by section 4251(a)
because no anount is paid for the comrunications services.

Exanple 3. Unit card; adding value. (i) After using the
card described in Exanple 2, P arranges with A by tel ephone to
have 400 m nutes of toll tel ephone service added to the card.
The sales price is $100. P is told to continue using the PIN
provided with the card.

(i1) Because P purchased froma carrier other than for
resale, Pis a holder. The arrangenent provides its holder, P,
with a fixed anount of communications services (400 m nutes of
toll tel ephone service) to be obtained by neans of a PIN, for
whi ch P pays in advance of obtaining service; therefore, the
arrangenent is a PTC. Because the value of the PTC is not
designated in dollars and a tariff has not been filed for the
units on the PTC, the PTCis an untariffed unit card. Because it
Is transferred by the carrier to the holder, the face anmount is
the sales price ($100).

(iii1) The arrangenent is a PTC, thus, under section 4251(d),
the face anbunt is treated as an anmount paid for comunications
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services and that anount is treated as paid when the PTCis
transferred fromA to P. Accordingly, at the tinme of transfer, P
is liable for the 3 percent tax inposed by section 4251(a). The
tax is $3 (3% x $100 (the face amount of the PTC)). Thus, the
total paid by Pis $103, the $100 sales price plus $3 tax. Ais
responsi ble for collecting the tax fromP.

Exanple 4. Dollar card; sold other than for resale. (i) On
February 1, 2000, B, a carrier, sells 100,000 prepaid tel ephone
cards to Q an auto dealer. Qw Il give away a card to each
person that visits Qs dealership. B provides Qwith a PIN for
each card. The face of each card is narked "$2." The sales
price for the 100,000 cards is $50,000. The toll telephone
service acquired by purchasing the card will be obtained by
entering the PIN and the tel ephone nunber to be call ed.

(i1) Because Q purchased froma carrier other than for
resale, Qis a holder. Each card provides its holder, Q wth a
fi xed amount of communi cations services ($2 of toll tel ephone
service) to be obtained by neans of a PIN, for which Q pays in
advance of obtaining service; therefore, each card is a PTC even
though Qs visitors do not pay for the cards. The value of each
PTC is designated in dollars; therefore, each PTCis a dollar
card. Because the PTCis a dollar card, the face anmount is the
desi gnated doll ar val ue ($2).

(iii1) The cards are PTCs; thus, under section 4251(d), the
face anount is treated as an anount paid for communi cations
services and that anmpbunt is treated as paid when the PTCs are
transferred fromB to Q Accordingly, at the time of transfer, Q
is liable for the 3 percent tax inposed by section 4251(a). The
amount of the tax is conputed as follows: 3%x $2 (the face
amount of the PTC) = $0.06 per PTC x 100, 000 PTCs = $6, 000 t ax.
Thus, the total paid by Qis $56,000, the $50,000 sales price
plus $6,000 tax. B is responsible for collecting the tax fromQ

Exanple 5. Unit card; sold to transferee reseller. (i) On
February 1, 2000, C, a carrier, sells 10,000 prepaid tel ephone

cards to R a convenience store owner. R will sell the cards to
i ndividuals for their own use. C provides Rwith a PIN for each
card. The face of each card is marked "400 mnutes.” A tariff

has not been filed for the units on the card. C s sales price to
Ris $40,000 to be paid at the tine of sale, plus a contingent
anount equal to $0.14 for each minute of service used within 12
nonths to be paid at the end of the 12-nonth period. C also
sells the identical card at its retail store for $110 to
custoners purchasing one card, or for $90 each to custoners
purchasing five or nore cards. The toll tel ephone service
acquired by purchasing the card will be obtained by entering the
PIN and the tel ephone nunber to be call ed.
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(11) Because R purchased froma carrier for resale, Ris a
transferee reseller. Because R s custoners will purchase other
than for resale they will be holders. Each card sold by R
provides its holder, Rs custoner, with a fixed anount of
comuni cati ons services (400 mnutes of toll tel ephone service)
to be obtained by means of a PIN, for which R s custonmer pays in
advance of obtaining service; therefore, each card is a PTC
Because the value of each PTC is not designated in dollars and a
tariff has not been filed for the units on the PTC, each PTCis
an untariffed unit card.

(iii1) The PTCs are untariffed unit cards transferred by the
carrier to a transferee reseller. Thus, the face anmount is
determ ned under paragraph (c)(3)(ii) of this section, which
permts Cto choose fromthree alternative nmethods. Under
paragraph (c)(3)(ii)(A) (1) of this section, the face anmount of
each PTC woul d be $110, the highest ambunt for which C sells to
custoners purchasing a single PTC. Alternatively, under
paragraph (c)(3)(ii)(A(2) of this section, a face anount of $99
per PTC may be used. This face anount is conputed as follows:
165% x $600, 000 (the $40,000 sumcertain plus the $560, 000
contingent anount (10,000 PTCs x 400 units = 4,000,000 units x
$0.14 per unit)) = $990,000 + 10,000 (the total number of PTCs
sold). Finally, under paragraph (c)(3)(ii))(A)(3 _) of this section
(assuming the PTCs are of a type that ordinarily is used entirely
for domestic communications services), a face amount of $120
($0.30 per unit x 400 units) may be used.

(iv) The cards are PTCs; thus, under section 4251(d), the
face amount is treated as an amount paid for communications
services and that amount is treated as paid when the PTCs are
transferred from C to R. Accordingly, at the time of transfer, R
is liable for the 3 percent tax imposed by section 4251(a). The
amount of the tax is computed as follows (assuming that C chooses
to determine the face amount as provided in paragraph
(c)(3)(||)(A)(2 _) of this section): 3% x $99 (the face amount of
the PTC) = $2.97 per PTC x 10,000 PTCs = $29,700 tax. Thus, the
total paid by R at the time of transfer is $69,700, the $40,000
sum certain plus $29,700 tax. C is responsible for collecting
the tax from R.

(v) In 2000 and 2001, R sells PTCs to its customers for
varying amounts. Because any amount paid for a PTC purchased
from a transferee reseller is not an amount paid for
communications services, no tax is imposed on R's sale of a PTC.

(vi) On February 15, 2001, C informs R that 3,000,000
minutes were used during the 12-month period. R pays C $420,000
($0.14 x 3,000,000), the contingent amount agreed to when R
purchased the PTCs. No tax is imposed on this payment. Tax was
Imposed when the PTCs were transferred to R. The contingent
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anount paid in 2001, based on the nunber of mnutes used, does
not change R s tax liability.

Exanple 6. Tariffed unit card; sold to transferee reseller.
(i) On February 1, 2000, D, a carrier, sells 1,000 prepaid
t el ephone cards to S, a conveni ence store owner, for $25, 000.
The val ue of the cards is not denom nated in dollars, but the
face of the card is nmarked "100 minutes" and a tariff of $0.33
per mnute has been filed for the units on the card. S agrees
that it will sell the cards to individuals for their own use and
at a price that does not exceed $0.33 per minute. S actually
sells the cards for $30 each (i.e., at a price of $0.30 per
mnute). D provides Swith a PIN for each card. The tol
t el ephone service acquired by purchasing the card will be
obtained by entering the PIN and the tel ephone nunber to be
cal | ed.

(i1) Because S purchased froma carrier for resale, Sis a
transferee reseller. Because S s custoners will purchase other
than for resale they will be holders. Each card sold by S
provides its holder, S s custoner, with a fixed anount of
comuni cati ons services (100 mnutes of toll tel ephone service)
to be obtained by means of a PIN, for which S s custonmer pays in
advance of obtaining service; therefore each card is a PTC.
Because the value of each PTC is not designated in dollars and D
sells the PTCs to S subject to an arrangenent under which the
price at which the PTCs are sold to holders will not exceed the
desi gnated nunber of units on the PTC nultiplied by Ds tariffed
price per unit, each PTCis an tariffed unit card. Because the
PTCs are tariffed unit cards, the face amount of each PTC is $33,
t he designated nunber of units on the PTC nultiplied by the
tariffed price per unit (100 x $0.33 = $33), even though the
actual retail sale price of the cards is $30.

(iii1) The cards are PTCs; thus, under section 4251(d), the
face anount is treated as an anount paid for communi cations
services and that anount is treated as paid when the PTCis
transferred fromDto S. Accordingly, at the tine of transfer, S
is liable for the 3 percent tax inposed by section 4251(a). The
tax is $990 (3% x $33,000 (1,000 PTCs nultiplied by the $33 face
anount of each PTC)). Thus, the total paid by Sis $25,990, the
$25, 000 sales price plus $990 tax. D is responsible for
collecting the tax from S

Exanple 7. Transfer of card that is not a PTC. (i) On
February 1, 2000, E, a carrier, provides a tel ephone card to T,
an individual, for T's use in making tel ephone calls. E provides
Twith aPIN The card provides access to an unlimted anmount of
communi cations services. E charges T $0.25 per minute of
service, and bills T nonthly for services used. The
comuni cati ons services acquired by using the card will be
obtained by entering the PIN and the tel ephone nunber to be
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(ii1) Although the communi cations services wll be obtained
by nmeans of a PIN, T does not receive a fixed anmount of
communi cations services. Also, T cannot pay in advance since the
anount of T s paynent obligation depends upon the nunber of
m nutes used. Therefore, the card is not a PTC

(ii1) Because the card is not a PTC, section 4251(d) does
not apply. However, the tax inposed by section 4251(a) applies
to the anounts paid by T to E for communi cati ons servi ces.
Accordingly, at the tine an anount is paid for comuni cations
services, Tis liable for tax. E is responsible for collecting
the tax fromT.

(f) Effective date. This section is applicable wth respect

to PTCs transferred by a carrier on or after the first day of the
first calendar quarter beginning after the date of publication of

the final regulations in the Federal Register.

M chael P. Dol an

Deputy Conm ssioner of Internal Revenue



